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ERP:  Progress  and  Prospects 


BY  SEYMOUR  E.  HARRIS,  Professor  of  Economics,  Harvard  University;  author  of  The  European 
Recovery  Program,  published  in  1948  by  the  Harvard  University  Press,  and  many  other  works. 


MORE  than  twenty-two  months  have  passed  since 
June  1947  when  former  Secretary  of  State  Marshall 
made  his  famous  Harvard  University  speech  out¬ 
lining  the  Marshall  plan;  and  the  sixteen  partici¬ 
pating  nations  and  Western  Germany  have  re¬ 
ceived  help  under  the  ERP  for  the  past  year.  Since 
Congress  is  now  to  reappraise  the  ERP  and  to 
consider  an  appropriation  for  1949-50,  this  is  an 
opportune  time  to  re-examine  the  issues.^ 

What  is  the  solution  for  the  persistent  shortage 
or  famine  of  dollars?  In  what  manner  can  this 
country  accelerate  the  recovery  of  Europe  at  mini¬ 
mum  costs  to  the  American  taxpayer?  What  are 
the  crucial  economic  problems  of  Western  Europe, 
and  how  can  they  be  most  constructively  treated? 
How  can  this  country  assure  effective  use  of  our 
financial  outlays  without  trespassing  excessively  on 
the  sovereignty  of  free  nations?  These  questions 
suggest  the  major  issues. 


SOLUTION  FOR  DOLLAR  SHORTAGE? 


The  economic  world  is  full  of  paradoxes.  First, 
to  achieve  world  recovery,  a  robust  American  econ¬ 
omy  is  required,  for  the  devastated  and  weakened 
areas  of  the  globe  need  support  from  this  coun¬ 
try.  We  possess  about  40  per  cent  of  the  world’s 
income  and  7  per  cent  of  the  world’s  population, 
and  can  afford  aid  to  Europe.  The  very  vitality 
and  affluence  of  this  country,  however,  contribute 
to  the  international  economic  disequilibrium;  they 
account  in  part  for  the  continued  excess  of  exports 
from  this  country,  for  Europe’s  adverse  balance 
of  payments,  and  for  the  dollar  shortage.  In  our 
strength  there  is  also  weakness.^ 


1.  For  the  gestation  period  of  the  European  Recovery  Pro¬ 
gram,  the  reader  should  consult  H.  H.  Hutcheson,  “European 
Recovery  Program:  Problems  and  Prospects,”  Foreign  Policy 
Reports,  December  ly,  1947;  S.  E.  Harris,  editor.  Foreign  Eco¬ 
nomic  Policy  of  the  United  States,  Part  IV,  and  S.  E.  Harris, 
The  European  Recovery  Program  (Cambridge,  Harvard  Uni¬ 
versity  Press,  1948),  and  references  quoted  there. 

2.  Some  will  question  the  theory  behind  a  long  period  of  dis¬ 
equilibrium  associated  with  the  economic  strength  of  this  coun¬ 
try;  but  few  would  deny  its  relevance  over  the  short  run.  For 
the  arguments  pro  and  con,  see  Harris,  European  Recovery 
Program,  cited,  Ch.  4,  and  Haberler  and  Harris,  Foreign  Eco¬ 
nomic  Policy  of  the  United  States  (Harvard  University  Press, 
1948),  pp.  29-36  and  Ch.  24. 


This  brings  us  to  a  second  paradox,  for  in  aid¬ 
ing  Europe  we  must  logically  seek  a  relative 
worsening  of  the  American  competitive  position. 
Since  Europe  imports  too  much  and  exports  too 
little  and  is  therefore  short  of  dollars,  the  obvious 
solution  is  a  relative  rise  of  European  exports 
and/or  a  relative  decline  of  those  of  the  United 
Stares — an  outcome  to  be  achieved  through  an  im¬ 
proved  competitive  position  for  Europe  and  a  de¬ 
terioration  for  this  country.  The  proposed  change 
in  trade  relations  is  not  an  invitation  to  adopt  in¬ 
efficient  and  wasteful  production  and  selling  meth¬ 
ods  in  the  United  States;  but  suggests  that  Eu¬ 
rope’s  technological  advances  and  rationalization 
must  proceed  more  rapidly  than  ours  and  that  its 
production  costs  must  fall  relatively  to  ours  or  at 
least  rise  less  rapidly.  We  find  ourselves  in  the  un¬ 
comfortable  position  of  applauding  Europe’s  eco¬ 
nomic  advance  and  its  resulting  capture  of  our 
markets  both  at  home  and  abroad. 

It  is  disconcerting,  although  not  surprising,  then, 
to  find  American  experts  urging  Europe  to  ra¬ 
tionalize  and  cut  costs,  while  at  the  same  time  re¬ 
questing  protection  against  the  use  of  ERP  ma¬ 
terials  to  bolster  European  export  trade  at  the  ex¬ 
pense  of  this  country’s  markets.^  Some  experts 
would  even  trace  American  exports  under  the 
various  aid  programs  as  one  follows  the  course 
of  an  isotope  going  through  the  human  body,  thus 
protecting  us  against  the  rise  of  European  exports 
which,  above  all,  the  ERP  is  trying  to  bring  about. 

Our  choice  lies  then  between  (i)  a  revival  of 
European  export  trade  with  possible  attendant  ad¬ 
verse  effects  on  some  American  export  industries, 
and  gains  for  the  economy  as  a  whole  in  savings 
on  foreign  aid,  or  (2)  continued  financial  assistance 
in  order  to  protect  the  export-  and  import-compet¬ 
ing  industries,  which  otherwise  might  be  injured 
by  the  improvement  of  European  competitive 
conditions. 


MAGNITUDE  OF  THE  PROBLEM 


Whatever  the  cause,  the  United  States  during  |  ^ 

3.  Cf.  Final  Report  on  Foreign  Aid  of  the  House  Select  Com-  ( 
mittee  on  Foreign  Aid  (Washington),  House  Report  No.  i845'  ;  ci 
May  I,  1948,  pp.  103,  109.  I  y 
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the  past  thirty-five  years  disgorged  a  steady  stream 
”  of  dollars  for  foreign  use.  Over  the  period  1914- 
47,  this  country  advanced  or  gave  away  about  $80 
j  billion  and  accepted  more  than  $20  billion  in  gold. 
n  •  Since  the  gold  is  likely  to  be  of  little  use  for  pay- 
n.  I  ing  American  debts  in  the  foreseeable  future,  we 
)o  1  may  largely  write  it  off  as  part  of  the  $100  billion 
js  I  given  or  advanced  by  this  country.  That  these  $100 
ts  billion  constituted  about  40  per  cent  of  the  $257 
billion  in  receipt  from  goods  and  services  sold  to 

n-  foreigners  and  4  per  cent  of  the  $2,660  billion  of 

le.  income  in  this  period,  suggests  the  magnitude  of 

[jj  the  gifts.  It  should  be  added  that  a  small  part  of 

n- '  the  loans  have  been  or  will  be  repaid."^ 
h-  j  Wars  do  not  end  with  the  cease-fire  order.  It 
u-  was  highly  unrealistic  for  this  government  sud- 
3n  denly  to  reduce  its  aid  by  two-thirds  or  more, 

its  Once  the  war  was  over,  it  was  necessary  to  de- 

at  mobilize,  to  reconvert,  to  rehabilitate,  in  general 
in.  to  make  up  for  the  disinvestment  of  the  war  period, 
;o.  I  and  to  raise  consumption  standards  to  a  minimum 
lur  level.  Yet  we  drastically  and  suddenly  cut  our 
I  foreign  aid  by  about  two-thirds.  Even  worse,  world 
^n, ,  prices  rose  substantially  so  that  in  dollars  of  equal 
ra-  purchasing  power  our  aid  in  the  year  ending 

re-  June  30,  1948  was  worth  little  more  than  $4  billion, 

na-  or  about  one-quarter  of  the  1944-45  level.’ 
ex- , 

DETERIORATION  IN  EUROPE 

the  In  large  part  as  a  result  of  the  damage  done  by 
irse  war,  of  the  excessive  cuts  in  foreign  aid  by  the 
lus  United  States,  and  of  the  unfortunate  political 
)rts  schism  on  the  continent,  and  in  some  part  too  as 
)ut.  a  result  of  the  partial  crop  failure  of  1947  and  the 
of  fumbling  to  be  expected  of  new  governments  un- 
ad-  tutored  in  the  perplexities  of  a  planned  or  semi- 
ics,  planned  economy,  Europe  faced  a  serious  crisis  in 
ngs  1947.  The  crisis  was  both  political  and  economic, 
nee  Deterioration  in  the  standard  of  living  and  dis- 
pet-  appointments  with  the  progress  made  fostered  the 
ired 

.  _  4-  For  balance-of-payments  statistics,  see  National  Advisory 

tl\e  Council  on  International  Monetary  and  Financial  Problems, 
foreign  Assets  and  Liabilities  of  the  United  States  and  its  Bal¬ 
ance  of  International  Transactions,  A  Report  to  the  Senate 
Committee  on  Finance  (Washington),  December  18,  1947, 
rin?  ■*’  sources  of  income  figures,  see  National  In- 

6  dustrial  Conference  Board,  The  Economic  Almanac  for  794 5-46 
,om-  (\e\v  York),  p.  71;  Survey  of  Current  Business,  National  In- 
[°45'  come  Supplement  (Washington),  July  1947,  p.  16;  and  Mid- 
Ff«r  Report  of  the  President  Transmitted  to  Congress,  July 
— ■  >948,  p.  79. 

5-  Statistics  on  aid  in  1940-48  from  Department  of  Com- 
jpcrce.  Foreign  Transactions  of  the  U.S.  Government  (Basic 
LS..^  ,  *  through  June  30,  1948),  November  1948,  pp.  A-5  to  A-7. 
revs'<  discussion  of  these  eight  years  substantial  amounts  of 
ftEAJi  PDvate  funds  made  available  are  left  out  of  account.  These, 
cents  “"'ever,  do  not  greatly  modify  the  conclusions  presented  in 
79-  f  Report.  See  The  Impact  of  Foreign  Aid  Upon  the  Domestic 
economy;  A  Report  to  the  President  by  the  Council  of  Eco- 
Wwif  Advisers,  October  1948,  p.  14. 
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growth  of  communism;  and  the  activities  of  dis¬ 
sident  political  groups,  in  turn,  depressed  the  vari¬ 
ous  national  economies. 

Unfortunately,  it  was  not  always  easy  to  con¬ 
vince  the  American  public  of  the  depths  to  which 
the  European  standard  had  fallen — especially  since 
the  omniscient  tourists,  misusing  techniques  per¬ 
fected  by  Arthur  Young  of  the  eighteenth  cen¬ 
tury,  based  their  conclusions  on  observations  of 
speculators,  black  marketeers  and  other  parasites 
living  ostentatiously  in  Paris  and  the  Riviera.  Cold 
statistics,  although  deficient  for  numerous  reasons, 
give  a  more  accurate  picture  of  what  has  actually 
happened  on  the  continent. 

ERP  AND  THE  AMERICAN  ECONOMY 

In  the  nine  months  of  discussion  following  Mar¬ 
shall’s  Harvard  University  address,  the  American 
public  had  adequate  time  to  assess  the  issues.  In 
1948  much  was  made  of  the  inflationary  effects  of 
the  ERP  upon  the  American  economy;  for  a  pol¬ 
icy  that  bolstered  the  inflationary  forces  here,  it 
was  held,  could  not  possibly  help  Europe.  Many 
contended  that  we  could  not  afford  this  outlay. 
Indeed,  the  program  would  tend  to  increase  de¬ 
mand  for  American  materials  and  labor  in  a  year 
of  impressive  scarcities.  Yet  an  outlay  of  $4.5  bil¬ 
lion  in  a  gross  national  product  of  $250  billion 
and  net  income  of  $220  billion  should  not  be  seri¬ 
ously  harmful.  Those  who  are  disconcerted  by 
such  disbursements  should  recall  the  average  loans 
and  grants  of  about  $3  billion  over  35  years  when, 
on  the  average,  these  were  but  3  per  cent  of  the 
national  income  of  less  than  $90  billion.  In  1948, 
the  excess  of  United  States  exports  over  imports 
was  but  3  per  cent  of  a  record  income.  Surely, 
with  national  income  in  excess  of  $200  billion,  we 
can  provide,  as  taxpayers,  $4-$5  billion  a  year, 
and  in  our  private  capacity,  $i-$2  billion  additional, 
if  we  could  give  or  loan  $3  billion  on  the  average 
when  incomes  averaged  less  than  $90  billion. 

It  is  true  that  substantial  diversions  to  Europe 
might  indeed  disequilibrate  particular  markets.  In 
the  gestation  period  of  the  ERP,  the  Executive 
Branch  of  the  government  and  the  Congress  scru¬ 
tinized  each  significant  market  which  might  be 
vulnerable  to  the  impact  of  the  new  demand.  They 
improvised  in  order  to  preclude  disorganization 
and  inflation  in  particular  markets:  they  would 
purchase  oil  almost  exclusively  abroad;  they  would 
purchase  as  much  grain  in  foreign  markets  as 
possible;  and  Europe  would  have  to  do  with  less 
machinery,  iron  and  steel,  and  many  other  prod¬ 
ucts  than  were  needed.  Once  a  product  became 
surplus  (e.g..  United  States  grain),  then  the  pur- 
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chasers  would  be  invited  to  interest  American 
sellers. 

In  short,  when  European  demands  were  likely 
to  bring  market  disturbances,  the  approach  gen¬ 
erally  was  to  shift  purchases  to  other  markets,  to 
prune  the  amounts  requested,  or  to  substitute  com¬ 
modities  in  excess  supply  here.  Since  the  Eightieth 
Congress  was  hostile  to  government  controls,  pro¬ 
posals  that  this  country  should  be  more  generous 
in  filling  European  requests  by  allocating  scarce 
supplies  and  squeezing  out  nonessential  buyers 
were  not  received  with  much  enthusiasm.  It  would, 
for  example,  have  required  but  a  reduction  of  a 
few  per  cent  in  our  oil  consumption  to  provide 
Western  Europe  with  a  substantial  amount  of  oil 
products  from  this  country  and  make  it  less  de¬ 
pendent  upon  the  vulnerable  Middle  East.^ 

In  general,  the  ERP  was  launched  on  the  theory 
that  inflation  would  prevail  here;  and  hence  what 
Europe  received  would  be  at  the  expense  of  the 
United  States.  As  Europe’s  agents  buy  in  scarce 
markets,  they  may  squeeze  out  other  purchasers 
through  rising  prices;  or  the  authorities  may  ex¬ 
clude  nonessential  buyers  through  allocating  sup¬ 
plies.  But  whatever  the  method,  the  rise  of  exports 
under  the  ERP,  it  was  agreed,  would  be  at  the 
expense  of  the  American  economy;  an  exception 
might  be  the  use  of  allocations  to  discourage  pur¬ 
chases  by  foreign  buyers  other  than  those  of  West¬ 
ern  Europe. 

IS  U.S.  BOOM  over? 

In  1948,  then,  the  outlook  was  for  continued  in¬ 
flation  and  full  or  overfull  employment  in  the 
United  States.  In  the  spring  1949,  the  outlook  is 
not  so  clear;  prices  have  declined  significantly, 
weakness  has  developed  in  the  markets  for  soft 
goods,  and  unemployment  has  begun  to  snowball. 
Unless  military  expenditures  rise  considerably,  the 
prospects  are  that  this  country  will  experience 
spells  of  unemployment  in  the  next  year  or  two. 
It  is  significant  that  an  unprecedented  boom  of 
eight  years  seems  to  have  run  its  course  even 
though  the  contribution  of  government  to  the  cam¬ 
paign  against  inflation  has  declined  from  an  annual 
rate  of  about  $12  billion  in  the  first  half  of  1948  to 
a  negligible,  if  any,  contribution  in  the  fiscal  years 
ending  June  30,  1949  and  June  30,  1950. 

In  so  far  as  depression  (or  recession)  and  un¬ 
employment  prevail  at  present,  it  may  be  held, 
the  costs  of  the  ERP  to  the  American  economy 
over  the  next  few  years  will  decline.  Under  these 

6.  Cf.  Executive  Branch,  Commodity  Report,  European  Re¬ 
covery  Program  (Petroleum),  Vol.  G,  1947;  and  Harris,  Euro¬ 
pean  Recovery  Program,  cited,  pp.  228-32. 


circumstances  the  ERP  will  generate  additional 
demand  for  labor  and  capital;  and  the  resulting 
rise  of  spending  is  not  exhausted  in  the  first  cycle 
but  continues  at  a  diminishing  rate  in  successive 
cycles  of  expenditures.  Thus  factors  of  production 
that  otherwise  would  have  been  unemployed  will 
to  some  extent  nourish  the  ERP.  It  is,  of  course, 
conceivable  that  the  same  results  would  be  attained 
by  spending  at  home  under  various  social  improve¬ 
ment  programs.  But  in  the  present  condition  of 
the  world,  the  sacrifice  of  a  substantial  part  of  the 
ERP  to  domestic  welfare  programs  is  not  likely. 
Actually  outlays  for  international  affairs  and  fi¬ 
nance  for  the  calendar  year  1949  will  amount  to  but 
little  more  than  10  per  cent  of  anticipated  cash 
outlays  of  all  governments  estimated  at  $61  billion.’ 

EUROPE’S  DILEMMAS 
a.  Production 

In  the  three  years  following  the  war  when  pro¬ 
duction  had  declined  to  new  lows,  industrial  out¬ 
put  more  than  trebled  in  Benelux,  rose  by  two  and ' 
one-half  times  in  France,  and  reached  nearly  two- 
thirds  of  the  prewar  level  in  Bizonia;  in  Britain 
it  exceeded  the  1938  level  by  30  per  cent  in  the 
second  quarter  of  1948.  According  to  the  Marshall 
plan  countries,  industrial  and  agricultural  produc¬ 
tion  is  to  increase  by  30  per  cent  above  the  pres- 
ent  level  in  the  next  four  years,  or  about  7  per 
cent  a  year,  which  compares  with  an  average  of 
3  per  cent  per  year  in  normal  times.  The  Organ¬ 
ization  for  European  Economic  Co-operation 
(OEEC),  however,  doubts  that  these  targets  can 
be  met.® 

Production  depends  on  availability  of  labor  and 
capital  (inclusive  of  working  capital),  productiv¬ 
ity,  adequate  incentives,  co-operation  between  labor 
and  capital,  sound  management,  relative  price 
stability,  and  above  all,  political  stability. 

A  shortage  of  labor  hampers  many  countries. 
This  is  to  be  expected  after  six  years  of  destruction 
and  three  years  of  no  war-no  peace.  There  are  too 
many  tasks  for  labor  to  perform.  Remedial  meas¬ 
ures  might  include  an  increase  of  capital,  elimina¬ 
tion  of  bottlenecks,  and  any  other  measures  that 
would  increase  productivity. 

The  OEEC,  in  its  original  Paris  report  of  the 
summer  of  1947,  had  commented  on  the  shortage 
of  labor  and  had  proposed  measures  to  overcome  ■ 
it.  The  Paris  report^  emphasized  the  need  of  mov¬ 
ing  labor  from  areas  of  large  unemployment- 

7.  The  President’s  Budget  \lessage  for  igyo,  pp.  M6,  Nti3- 
The  Economic  Report  of  the  President,  January  1949,  p-  -!• 

8.  OEEC,  Interim  Report  on  the  European  Recovery  Program, 

I  (Washington),  especially  Ch.  3. 
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e.g.,  Germany  and  Italy — to  deficient  countries — 
France  and  Britain.  It  is  not  clear  that  the  migra¬ 
tion  of  labor  has  been  adequate,  even  though  most 
countries  claim  that  they  had  reached  the  limits 
of  absorption  by  1948  as  given  by  employment 
possibilities  and  housing  accommodations.  Indeed, 
200,000  foreign  workers  were  settled  in  Britain 
on  a  permanent  basis  and  50,000  on  a  temporary 
basis,  and  600,000  workers  in  all  in  ERP  coun¬ 
tries.  Now  the  OEEC  admits  that,  despite  the  con¬ 
tinued  shortage  of  labor,  the  problem  of  surplus 
labor  in  Italy,  Western  Germany,  and  among  the 
displaced  persons  must  be  solved  not  on  a  Euro¬ 
pean  but  on  an  international  basis.^ 

A  rise  of  productivity  might  well  be  the  most 
effective  attack  on  the  problem  of  labor  shortage; 
for  the  more  produced  per  man-hour,  the  less 
labor  would  be  required  to  turn  out  the  essential 
capital,  consumption,  and  export  goods.  In  fact, 
the  proposed  rise  of  GNP  (Gross  National  Prod¬ 
uct)  for  Western  Europe  of  35  per  cent  for  1952- 
53  over  1947  and  20  per  cent  over  1938  rests  on  the 
assumption  of  a  further  increase  in  productivity  of 
15  per  cent  or,  in  so  far  as  the  rise  is  less,  an  in¬ 
crease  in  the  proportion  of  the  population  in  the 
labor  force,  or  in  hours  of  work.‘“  Rising  produc¬ 
tivity  depends  on  supply  of  capital,  elimination  of 
bottlenecks,  improved  incentives,  an  adequate  scale 
of  output,  and  (related  to  all  of  these)  temporary 
aid  from  abroad. 

b.  Investments 

Western  Europe  is  short  of  capital — partly  as  a 
result  of  war  damage;  partly  because  of  the  failure 
for  many  years  before  the  war  to  modernize  its 
equipment;  and  partly  because  of  the  need  to  re¬ 
orient  the  structure  of  its  industry  in  order  to 
adapt  it  to  the  altered  pattern  of  consumption  at 
home  and,  with  increased  industrialization  abroad, 
to  the  changed  pattern  of  export  demand.  Thus 
the  British  have  to  develop  export  of  light  metals 
and  chemicals  to  replace  textiles  and  coal. 

It  is  not  surprising,  then,  that  the  investment 
programs  announced  in  the  summer  of  1947  by 
the  participating  countries  were  ambitious.”  Amer¬ 
ican  authorities  were  not  pleased  with  the  large 
demands  made  under  the  ERP  for  investment; 

9-  Committee  of  European  Economic  (2o-operation  (CEEC) 
I.  General  Report  (Washington),  1947,  p.  37;  II,  Technical 
Reports,  pp.  440-55;  U.K.,  European  Cooperation  Memorandum 
to  the  OEEC  Relating  to  Economic  Affairs  in  the  Period  ig49 

[953  (London,  HMSO);  OEEC,  Interim  Report  on  the  ERP 
I.  cited,  pp.  44,  116. 

•0.  OEEC,  ibid.,  pp.  45-46. 

ti.  Cf.  Report  of  the  Committee  on  Foreign  Relations  on 
•S-  2202,  Senate  Report  No.  935,  February  1948,  p.  23;  Senate 
Hearings  on  ERP,  1948,  III,  pp.  1006-20. 


and  they  did  not  hesitate  to  prune  the  estimates 
for  requirements  of  iron  and  steel,  nonferrous 
metals,  and  machinery.*^ 

Fearful  of  the  large  costs  of  the  proposed  in¬ 
vestment  program  with  resulting  sharp  impacts 
on  the  American  taxpayer,  and  dubious  of  the 
capacity  of  Europe  to  use  effectively  the  new  capi¬ 
tal  requested,  responsible  American  officials  tried 
to  discourage  the  zealous  proponents  of  large  in¬ 
vestment  programs.  It  is  not  clear  that  they  suc¬ 
ceeded.*^  In  the  plans  for  1948-52,  there  is  little 
evidence  that  Western  Europe  has  succumbed  to 
the  pressures  of  this  country  to  moderate  its  in¬ 
vestment  programs.  Twenty  per  cent  of  gross  na¬ 
tional  income  seemed  to  be  the  magic  percentage 
for  the  major  countries  in  1946-47;  and  the  esti¬ 
mates  for  1952-53  for  countries  that  account  for 
80-90  per  cent  of  the  national  income  of  the  par¬ 
ticipating  countries  is  in  excess  of  19  per  cent  of 
the  gross  national  product  and  about  25  per  cent 
of  net  national  product.*'*  This  program  may  in 
fact  not  be  realized.*’ 

Indeed,  the  use  of  20  per  cent  of  the  gross  prod¬ 
uct,  or  25  per  cent  of  the  net  product  for  invest¬ 
ment,  puts  a  great  strain  on  the  resources  of  poor 
or  even  wealthy  countries.  Yet  it  is  well  to  realize 
that  a  large  deficiency  had  developed  in  the  war 
period.  To  cite  one  example:  In  Britain,  net  dis¬ 
investment  over  the  years  1940-45  was  billion. 
In  addition,  the  normal  net  investment  in  this 
period  would  have  been  billion.  The  total, 
at  the  present  price  level,  is  about  ^^lo  billion,  or 
more  than  a  full  year’s  income.  How  large  this 
deficiency  is  may  be  gleaned  from  the  fact  that 
the  total  (i.e.,  not  merely  reproducible)  wealth 
of  a  country  is  about  two  to  three  times  its  na¬ 
tional  income.  In  fact,  the  British  investment  pro¬ 
gram  of  1947,  against  which  British  economists 
generally  protested  so  vigorously,  only  made  up 
about  5-10  per  cent  of  the  deficiency.*^  These  cal¬ 
culations  leave  out  of  account  the  large  public 
investments  in  1940-45. 

A  serious  objection  to  large  investment  pro- 

12.  A  Report  of  the  President’s  Committee  on  Foreign  Aid, 
European  Recovery  and  Foreign  Aid,  1947,  pp.  6-7,  47-55, 
70-71;  CEEC,  I,  General  Report,  cited,  pp.  44,  55;  and  Depart¬ 
ment  of  State,  Outline  of  ERP,  Draft  Legislation  and  Back¬ 
ground  Information,  1947,  pp.  115,  117. 

13.  Harris,  European  Recovery  Program,  cited,  p.  298. 

14.  OEEC,  Interim  Report  on  the  ERP,  I,  1948,  cited,  p.  98. 

15.  For  French  failures,  see  France,  General  Commission  for 
the  Modernization  and  Equipment  Plan,  Second  Half-Yearly 
Report  on  the  Achievements  of  the  Modernization  and  Equip¬ 
ment  Plan,  I,  General  Survey  (Paris,  1948),  pp.  75-76. 

16.  U.K.,  National  Income  and  Expenditure  of  the  U.K.,  1938 
to  1946,  Cmd.  7099,  1947,  pp.  22-23;  National  Income  and 
Expenditure  of  the  U.K.,  1947,  Cmd.  7371,  1948,  p.  6;  and 
Harris,  European  Recovery  Program,  cited,  pp.  34-41. 
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grams  is  their  inflationary  incidence.  Income 
earned  in  the  output  of  capital  goods  is  not 
matched  by  a  corresponding  availability  of  con¬ 
sumer  goods.  Hence  unless  the  authorities  im¬ 
pose  a  severe  tax  and  savings  program  or/and 
receive  much  help  from  abroad,  the  investment 
program  induces  inflation.  In  most  European  coun¬ 
tries,  private  savings  will  not  equal  the  amount 
of  investment;  for  at  current  standards  of  living 
and  under  present  inflationary  pressures,  neither 
the  incomes  nor  the  incentives  to  save  are  ade¬ 
quate.  Hence  it  is  necessary  to  rely  largely  on  taxa¬ 
tion  and  foreign  aid.  The  former  is  not  a  com¬ 
plete  blessing,  however,  for  a  large  amount  of 
European  taxes  impinges  on  savings  (and  thus 
yields  much  less  in  a  reduction  of  consumption 
than  the  amount  of  the  tax),  and  because  of  the 
large  recourse  to  consumption  taxes,  the  Finance 
Ministry  tends  to  send  prices  up.  Inflation  in  turn 
cuts  the  real  contribution  of  taxes.  When  savings 
plus  net  imports  (which  in  their  effects  are  the 
equivalent  of  savings)  plus  the  excess  of  budgetary 
receipts  over  expenditures  are  less  than  invest¬ 
ments,  there  is  a  net  inflationary  pressure. 

In  this  connection  we  comment  on  the  financ¬ 
ing  of  the  investment  program  over  the  next  four 
years.  In  general  there  continues  to  be  substantial 
reliance  upon  foreign  aid  and  budgetary  surpluses, 
inclusive  of  the  use  of  counterpart  funds.  The  an¬ 
ticipated  gaps  between  investment  and  private 
savings  are  especially  large  for  Austria,  Bizonia, 
France,  Greece,  and  Italy.  By  1952-53  the  United 
Kingdom,  however,  anticipates  an  excess  of  sav¬ 
ings  over  investment  at  home  of  $400  million.*^ 

In  summary  a  large  investment  program  is  a 
sine  qua  non  for  adequate  production  and  exports; 
but  unless  it  is  matched  by  an  equal  amount  of 
savings  (private  and  public)  and  net  imports,  it 
will  strengthen  inflationary  pressures  and  jeop¬ 
ardize  the  recovery  program. 

c.  Inflation 

Inflation  stems  from  an  excess  of  demand  over 
supply.  When  a  country  invests  more  than  it 
saves,  it  will  suffer  from  inflation;  for  it  tries  to 
build  for  the  future  without  making  adequate 
sacrifices  today.  Unless  the  country  foregoes  con¬ 
sumption  or/and  cuts  its  exports  or  borrows  funds 
that  otherwise  would  have  been  spent,  or /and  ob¬ 
tains  grants  abroad  in  adequate  amounts  to  cover 
its  investments,  it  will  suffer  from  inflation.  Gov¬ 
ernment  spending  in  excess  of  receipts,  whether 
for  investment  or  for  other  purposes,  will  also  be 

17.  Especially,  Interim  Report  of  the  ERP,  cited,  pp.  98,  178- 
80;  and  U.K.,  European  Cooperation,  1949  to  1953,  cited,  p.  7-8. 


inflationary,  although  budgetary  deficits  are  con¬ 
sistent  with  stability  if  the  excess  of  spending  by 
the  public  sector  no  more  than  offsets  an  excess' 
of  saving  by  the  private  sector. 

Inflation  is  a  malady  which  tends  to  prostrate 
the  economy,  reducing  output  and  exports.  It  in¬ 
terferes  with  distribution  and,  therefore,  indirectly 
influences  output.  For  example,  in  a  recent  official 
diagnosis  of  the  Greek  economy,  the  very  un-‘ 
favorable  terms  of  exchange  for  farm  products  in 
relation  to  individual  products  associated  with  in¬ 
flation  was  held  to  “hamper  recovery  in  Greece 
and  limit  the  production  and  export  of  tobacco, 
raisins  and  currants,  olive  oil,  and  other  prod¬ 
ucts.’”®  Again,  the  failure  of  wages  in  an  infla¬ 
tionary  period  to  keep  up  with  the  rise  of  prices 
tends  to  kill  incentive  among  workers  and  to  en¬ 
gender  revolutionary  movements.  In  the  middle 
of  1948,  hourly  factory  wages  in  Paris  were  eight 
times  as  high  as  in  1937;  but  the  cost  of  food  was 
eighteen  times  as  high.*^  France,  in  short,  ac¬ 
quiesced  to  an  inflation  policy  which  squeezed  the 
city  worker  mercilessly,  with  unfortunate  politi¬ 
cal  and  economic  effects.  In  contrast,  British  wages 
rose  much  more  than  the  cost  of  living  (by  spring 
1948  weekly  factory  wages  had  risen  by  114  per¬ 
cent  and  the  cost  of  living  by  only  41  per  cent); 
but  obviously  with  the  consumption  goods  avail¬ 
able  no  greater  than  in  the  prewar  period,  British  ’ 
workers  would  not  be  allowed  to  spend  their 
wages  freely — with  a  resulting  reduced  interest  in 
working  a  full  week.  In  Germany,  the  dispropor¬ 
tion  between  money  incomes  and  spendable  funds 
on  coveted  markets  in  the  years  1946-48  was  so 
large  that  there  was  frequently  little  incentive  to 
work  beyond  a  few  hours  daily. 

These  were  not  the  only  serious  effects  of  in¬ 
flation.  Rising  prices  tended  to  discourage  exports; 
for  with  exchange  rates  determined  by  authority, 
they  either  did  not  respond  to  the  fall  in  the  in¬ 
ternal  value  of  the  currency  or  responded  tardily. 
Hence  exports  became  too  expensive.  Another  seri¬ 
ous  result  was  the  increased  difficulty  of  financ¬ 
ing  government.  Encumbered  with  many  new  re¬ 
sponsibilities,  governments  encountered  serious 
difficulties  even  in  obtaining  resources  equal  in 
prewar  currency  units  to  those  obtained  in  the 
prewar  period.  Taxes  responded  slowly  to  the  rise 
in  prices,  largely  because  tax  systems  were  fre- , 
quently  antiquated.  In  prewar  currency  values,  the 
expenditures  of  four  out  of  eleven  European  gov- 

18.  Report  of  the  FAO  Mission  for  Creeee  (Washington, 

1947).  P.  50- 

19.  UN,  Survey  of  Current  Inflationary  and  Deflationary  Ten¬ 
dencies  (Lake  Success,  1948),  p.  25;  UN,  Monthly  Bulletin  of 
Statistics,  December  1948,  pp.  146,  148,  152. 
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ernments  in  1947-48  were  below  prewar  expendi¬ 
tures  (=  100):  Austria,  63;  France,  98;  Italy,  60; 
Poland,  9o3° 

Actually,  European  governments  approved  hero¬ 
ic  measures  in  1947-48  to  contend  with  the  prob¬ 
lem  of  inflation.  Among  the  more  important 
countries,  the  progress  made  was  especially  satis¬ 
factory  in  Britain,  Bizonia,  and  Italy;  and  rather 
disappointing  in  France  and  Greece.^  ‘  The  price 
history  of  fifteen  ERP  countries  for  the  last  year 
(generally  cost  of  living  for  a  month  in  the  third 
or  fourth  quarter  of  1948  in  relation  to  the  cor¬ 
responding  month  in  1947)  is  reassuring;  for  the 
unweighted  arithmetic  mean  showed  a  rise  of 
7  per  cent.  Italy  experienced  a  decline  of  8  per 
cent,  whereas  France  (foods)  had  an  increase  of 
35  per  cent,  and  Greece,  47  per  cent.^^  Price  his¬ 
tory  alone  does  not  tell  the  whole  story,  however. 
It  is  necessary  to  take  into  account  the  suppressed 
inflation  mirrored  in  the  large  excesses  of  money 
and  income  relative  to  prices.  Once  controls  are 
lifted  or  weakened,  prices  may  rise  substantially 
in  some  countries.  A  premature  raising  of  controls 
might  then  have  unfortunate  effects. 

d.  Balance  of  Payments 

An  adverse  balance  of  payments  of  around 
S4-$5  billion  yearly,  or  about  5  per  cent  of  the 
national  income,  is  both  a  barometer  of  unbalance 
in  Western  Europe’s  economy,  and  also  the  focal 
point  of  our  interest.  In  fact,  the  disequilibrium 
(a  term  appropriately  applied  to  a  free  economy) 
is  much  greater  than  is  suggested  by  the  estimate 
of  a  deficit  of  $21  billion  over  four  and  one- 
quarter  years  ending  June  30,  1952,  for  even  this 
amount  reflects  stern  measures  taken  to  stimulate 
exports  and  retard  imports  which  a  free  economy 
would  not  have  tolerated.^^  At  the  end  of  1948, 
the  OEEC  countries  put  their  deficit  at  $0.8  bil¬ 
lion  in  1952-53.  Unfortunately,  however,  there 
would  still  be  a  deficit  of  $1.3  billion  with  North 
and  Central  America.^"* 

This  deficit  would  persist  despite  the  fact  that 
(i)  the  volume  of  imports  in  1952-53  would  no 
more  than  roughly  equal  that  of  1938,  and  exceed 
that  of  the  annual  volume  in  the  years  1947-50  by 
but  a  few  per  cent;  (2)  exports  would  finance 

20.  See  Harris,  European  Recovery  Program,  cited,  pp.  44-45; 
ECE,  A  Survey  of  the  Economic  Situation  and  Prospects  of 
Europe  (United  States  government  edition,  1948),  p.  80. 

21.  See  Harris,  European  Recovery  Program,  cited,  pp.  41-45, 
255-64,  298-300. 

22.  Figures  from  UN,  Monthly  Bulletin  of  Statistics,  cited, 
December  1948. 

23.  Cf.,  Department  of  State,  Outline  of  ERP,  cited,  pp.  iii- 
H- 

24.  OEEC,  Interim  Report  of  the  ERP,  cited,  p.  73. 


83  per  cent  of  imports  in  1952-53  (70  in  1938,  31 
in  1947,^’  and  48  in  the  1948-49  programs);  (3) 
invisible  earnings  would  pay  for  10  per  cent  (30 
in  1938  and  6  in  1947);  (4)  the  use  of  reserves, 
borrowings  and  gifts  would  provide  but  6  per 
cent  of  the  financing  of  exports  (61  in  1947  and 
47  in  1948-49  programs);  and  despite  the  fact 
(5)  that  the  volume  of  exports  would  exceed  that 
of  1938  by  33  per  cent,  w'hereas  that  of  1947  was 
but  68  and  1948-49  (programs)  78  per  cent  of 
1938.^^  This  means  a  rise  of  exports  (real  value) 
of  almost  100  per  cent  from  1947  to  1952-53. 

It  is  not  necessary  to  dwell  here  on  the  causes 
of  the  adverse  balance.  High  prices  for  imports 
are  a  much  more  important  factor  than  deteriora¬ 
tion  in  the  terms  of  trade  (a  fall  in  the  ratio  of  ex¬ 
port/import  prices) — for  Europe  imports  normally 
one  and  a  half  times  as  much  as  it  exports;  and 
in  the  early  postw'ar  period  the  disproportion  was 
even  higher.  Losses  of  income  on  capital  invested 
abroad  and  on  services  must  be  listed  as  the  sec¬ 
ond  most  important  factor;  and  the  rise  of  im¬ 
ports  relative  to  exports  as  the  third.^^ 

A  price  decline  in  the  United  States,  which 
might  percolate  to  the  Western  Hemisphere,  would 
then  greatly  alleviate  Europe’s  trade  problem. 
Again,  recovery  of  invisible  income  (e.g.,  returns 
on  capital)  would  greatly  help.  The  British, 
especially,  suffered  from  a  deterioration  in  their 
invisible  exports,  and  Britain’s  hopes  for  a  recov¬ 
ery  of  its  international  position  rest  upon  a  fore¬ 
cast  of  net  earnings  on  invisible  account  in  1952- 
53  of  $1,053  million,  or  13  per  cent  of  its  import 
trade.  In  1947  there  was  a  deficit  in  this  item  equal 
to  12  per  cent  of  import  trade,  and  in  1938  net  earn¬ 
ings  were  equal  to  28  per  cent  of  the  imports.-® 
Shortages  at  home,  the  aftermath  of  war,  high 
prices  abroad,  the  loss  of  earnings  on  invisible 
items  (e.g.,  shipping),  the  rise  of  foreign  outlays 
abroad  (e.g.,  military) — these  were  the  major 
causes  of  the  imbalance.  Dollar  shortage,  however, 
is  an  old  disease,  the  diagnosis  of  which  is  still  a 
subject  of  speculation.  Some  believe  that  a  frontal 
attack  on  inflation,  on  investment  policy,  and 
featherbedding,  together  with  adjustment  of  ex¬ 
change  rates,  would  solve  the  problem.  Against 
this  interpretation  should  be  cited  the  persistent 
shortage  of  dollars  over  thirty-five  years,  under 
both  relatively  free  and  relatively  planned  econo¬ 
mies,  under  the  gold  standard  and  under  flexible 

25.  Ibid.,  p.  51  (The  figure  given  is  41;  but  this  seems  wrong). 

26.  Ibid.,  pp.  51-57. 

27.  ECE,  Survey  of  the  Economic  Situation  and  Prospects  of 
Europe,  cited,  pp.  56-58. 

28.  U.K.,  Economic  Survey  for  1948,  Cmd.  7344,  p.  14;  and 
U.K.,  European  Cooperation,  1949  to  1953,  cited,  p.  41. 
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rates,  in  war  and  in  peace.  Indeed,  an  improved 
political  climate,  a  rise  in  output  and  productivity, 
an  approach  to  monetary  and  fiscal  stability  would 
all  help  erase  at  least  part  of  the  deficit.  But  even 
more  may  be  required — notably  a  gain  in  the  com¬ 
petitive  position  of  Europe;  a  lowering  of  tariffs 
and  the  exclusion  of  dumping  abroad  by  this  coun¬ 
try  (or  a  rise  of  restrictions  abroad);  the  end  of 
major  wars  occurring  every  generation  or  so.^^ 
Those  who  view  the  establishment  of  “equitable” 
(the  phrase  used  in  the  Foreign  Assistance  Act  of 
1948)  or  realistic  exchange  rates  as  the  magic 
formula  fail  to  take  into  account  that  in  the  semi- 
planned  economies  of  Europe  allocations  may  be 
more  important  than  prices  (i.e.,  exchange);  that 
a  fall  in  exchange  rates  tends  to  strengthen  infla¬ 
tionary  forces;  that  how  much  is  exported  is  lim¬ 
ited  by  what  can  be  made  available;  that  elasticity 
of  demand  (i.e.,  increased  purchases  in  response 
to  reduced  exchange  rates  and  lower  world  prices) 
may  well  be  much  lower  than  was  anticipated  in 
the  classical  era.  This  does  not  mean,  however, 
that  a  change  in  rates  may  not  be  helpful.^“ 
Western  Europe’s  excess  demand  for  goods  and 
services  and  hence  for  dollars  can  be  treated  to 
some  extent  by  supplementary  measures.  For  ex¬ 
ample,  it  is  possible  to  increase  intra-European 
trade  at  the  expense  of  trade  with  the  dollar  area. 
As  a  result,  the  pressure  for  dollars  may  subside 
to  some  extent.  One  of  the  major  achievements  of 
the  ERP  has  been  the  introduction  of  a  system  of 
financing  intra-European  trade  by  providing  dol¬ 
lar  credits  on  the  condition  that  creditor  nations 
on  intra-European  account  (notably  Britain  and 
Belgium)  provide  domestic  currencies  to  cover 
debts  of  Western  European  countries.  Thus,  for 
the  year  ending  June  30,  1949,  Britain  and  Bel- 
gium-Luxembourg  were  to  provide  $312  million 
and  $218.5  iTiillion  of  drawing  rights  for  the  other 
participating  nations  and  received  in  return  but 
$ii  million  and  $30  million  respectively.  These 
credits  by  Britain  offset  about  25  per  cent  of  the 
aid  tendered  Britain  under  the  ERP.^^ 

29.  On  dollar  shortage,  in  addition  to  earlier  reference,  see 
R.  F.  Harrod,  Are  These  Hardships  Necessary?  (London,  1947), 
pp.  42-43,  136;  F.  D.  Graham,  The  Cause  and  Cure  of  Dollar 
Shortage  (Princeton,  1948),  pp.  9-13;  S.  E.  Harris,  “Dollar 
Scarcity,”  Economic  Journal,  June  1947;  and  Harris,  European 
Recorery  Program,  cited,  Ch.  4. 

30.  On  exchange  rates,  see  Harris,  European  Recovery  Pro¬ 
gram,  cited,  Ch.  5';  F.  A.  Lutz,  The  Marshall  Plan  and  Euro¬ 
pean  Economic  Policy  (Princeton,  1948),  pp.  4-1 1;  House  Hear¬ 
ings  on  U.S.  Foreign  Policy  for  a  Post-War  Recovery  Program, 
1948,  pp.  410-11,  455-60. 

31.  U.K.,  Agreement  for  Intra-European  Payments  and  Com¬ 
pensations,  Paris,  October  16,  1948,  Cmd.  7546,  p.  13;  U.K., 
European  Cooperation,  ig48-4g,  Cmd.  7545,  p.  12;  Federal 
Reserve  Bank  of  New  York,  Monthly  Review  of  Credit  and 
Business  Conditions,  November  1948,  pp.  118-21. 


In  pressing  for  relatively  more  exports  to  dollar  ; 
areas,  less  to  nondollar  areas,  and  especially  re-  [ 
duced  imports  from  dollar  areas  and  more  from  ‘ 
nondollar  areas.  Western  Europe  is  trying  to  im¬ 
prove  its  dollar  position.  Thus  the  OEEC  program  i 
calls  for  a  fall  of  imports  in  dollar  value  from  | 
North  and  Central  America  from  179  in  1947  to  t 
139  in  1948-49  to  93  in  1952-53  (1938  =  100);  but  | 
total  imports  are  to  remain  roughly  unchanged.  | 
Clearly  the  major  adjustment  is  to  be  made  in  the  j 
source  of  imports.  Export  diversions  to  hard-cur-  | 
rency  areas  will  be  less  important.*^  t 

In  short,  the  future  in  the  dollar  position  of 
Western  Europe  depends  on  many  factors,  notably 
prices  in  the  Western  Hemisphere,  the  recovery  j 
of  invisible  earnings  of  Western  Europe  and  the 
opening  up  of  markets  for  exports.  Domestic  pro-  i 
duction  and  financial  and  exchange  policies  will  I 
also  be  important.  [ 


LOOKING  AHEAD 


I.  The  Continuing  Deficit 
As  mapped  out  in  Paris,  the  ERP  was  to  be  a 
four-year  plan;  and  discussions  here  gravitate 
around  this  period.  In  the  initial  stage,  the  annual 
dollar  deficit  was  to  be  from  $4-$5  billion.  Actually, 
the  OEEC  plan  envisages  ERP  aid  of  $4,359  bil¬ 
lion  in  1948-49  and  an  additional  deficit  of  $219 
million.  This  represents  a  large  improvement  over 
1947,  when  the  amount  of  extraordinary  financing 
required  was  $7.44  billion.  Over  this  same  period, 
the  deficit  on  export-import  account  had  declined 
from  $5,598  billion  to  $3,708  billion:  imports  from 
the  United  States  and  Canada  had  fallen  from 
38  per  cent  of  the  total  in  1947  to  25  per  cent  in 
1948-49.  According  to  the  OEEC,  approximately 
59.5  per  cent  of  the  improvement  was  due  to  a 
cut  in  imports,  6.5  per  cent  to  a  rise  in  exports,  and 
34  per  cent  to  a  reduction  in  invisibles  and  “other 
transactions.”^^ 


i 

! 


For  1952-53,  the  OEEC  estimates  the  total  deficit  [ 
on  the  basis  of  plans  of  individual  countries  with 
North  and  Central  America  at  $800  million  and  j 
the  deficit  with  North  and  Central  America  at  i 
$1.3  billion.^’* 

2.  A  Little  Marshall  Plan,  igs^'57  I 

This  is  a  very  optimistic  forecast  of  the  outcome  f 
by  1952-53;  and  the  OEEC  recognizes  it  as  such. 
On  reasonable  assumptions  concerning  export  sales 
and  invisible  earnings,  the  OEEC  concludes  that 

32.  OEEC,  Interim  Report  of  the  ERP,  cited,  pp.  54,  61. 

33.  OEEC,  Report  to  ECA  on  First  Annual  Programme,  ist 
July  ig48-jo  June  7949,  !,  General,  October  1948,  pp.  36-40. 

34.  OEEC,  Interim  Report  on  the  ERP,  cited,  p.  73. 
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net  receipts  would  be  $2.2  billion  less  than  planned 
by  the  participating  countries,  and  Western  Eu¬ 
rope  could  then  afford  in  1952-53  to  pay  for  only 
I9.8  billion  of  imports  rather  than  the  programmed 
amount  of  $12.8  billion.  (This  allows  for  a  deficit 
of  $800  million  anticipated  under  the  country 
programs).  When  one  considers  the  dollar  mar¬ 
ket  of  the  last  thirty-five  years,  the  failure  of  the 
market  for  manufactured  goods  to  expand  over 
this  period,  the  relative  losses  of  Europe  in  the 
market  for  manufactured  products,  the  increased 
resistance  met  by  European  exporters  in  1948,  the 
possibility  of  a  recession  with  unfavorable  effects 
upon  sales — when  one  allows  for  all  these,  the 
deficit  with  North  and  Central  America  in  1952- 
53  of  $1.3  billion  seems  optimistic  indeed.  It  is 
well  to  recall  that  these  estimates  assume  terms 
of  trade  only  10  per  cent  less  favorable  than  in 
1938,  a  year  in  which  agricultural  prices  were 
greatly  depressed;  and  assume  also  a  rise  of  ex¬ 
ports  of  the  ERP  countries  to  the  Western  Hemi¬ 
sphere  from  $2.45  billion  in  1938  and  $1.80  billion 
in  1947  to  $4.1  billion  in  1952-53  (all  in  1948-49 
prices).  Actually,  in  the  last  ten  years  the  United 
States  has  captured  an  increasing  part  of  the  mar¬ 
kets  of  this  hemisphere;  and  the  ERP  countries’ 
share  of  United  States  markets  has  fallen  from 
23  per  cent  in  1937  to  13  per  cent  in  the  first  half 
of  1948.^’ 

In  the  light  of  the  optimistic  estimates  made,  a 
reasonable  forecast  would  be  a  dollar  deficit  of 
$2-$3  billion  in  1952-53.  This  would  be  no  mean 
achievement:  the  reduction  might  be  about  two- 
thirds  from  1947  and  one-half  from  1948-49.  We 
would  then  need  a  little  Marshall  plan  for  1952-57. 

This  does  not  mean  that  Western  Europe  will 
become  either  a  mendicant  or  a  permanent  pen¬ 
sioner  of  the  United  States.  Western  Europe’s 
income  seems  to  have  risen  by  1947  within 
about  10  per  cent  of  the  1938  level;  and  the  an¬ 
ticipated  gains  for  1952-53  are  35  per  cent  above 
1947  20  per  cent  above  1938.  Europe’s  deficit 

in  the  balance  of  payments  is  already  about  one- 
third  less  than  in  1947.*^  These  are  not  small 
achievements;  but  they  do  not  justify  a  forecast 
of  a  balanced  dollar  market  by  1952-53. 


3.  Effect  of  United  States  Economic  Policy 
The  long-run  issue  confronting  the  United  States 
is  how  to  achieve  an  equilibrium  in  the  dollar 
market.  An  obvious  way  out  is  for  the  United 
States  government  to  finance  the  excess  of  exports, 

35-  Ibid.,  pp.  60-73. 

36-  On  Europe’s  recovery,  see  ibid.,  p.  93;  and  Harris,  Euro- 
ptan  Recovery  Program,  cited,  pp.  31-35,  86-94. 
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that  is  to  say,  establish  a  permanent  PWA  for 
Europe,  and  possibly  for  the  rest  of  the  world. 
(Crisis  areas  will  develop  everywhere).  In  sponsor¬ 
ing  the  ERP,  however,  the  United  States  an¬ 
nounced  its  distaste  for  this  solution. 

A  second  way  out  is  an  improved  competitive 
position  for  Europe,  and  in  fact  for  the  world 
with  respect  to  the  United  States.  This  might  be 
attained  through  adequate  financing  of  invest¬ 
ments  abroad  such  as  President  Truman’s  De¬ 
velopment  Program,  and  generally  by  a  rise  in 
man-hour  output  vis-a-vis  the  United  States.  But 
a  reduction  in  relative  costs  is  not  enough:  it  is 
also  necessary  to  find  markets.  On  this  score, 
whatever  President  Truman’s  Development  Pro¬ 
gram  does  for  the  nonin  dustrialized  areas,  it  may 
prove  embarrassing  to  Western  Europe,  as  it  may 
further  narrow  outlets  for  manufactured  goods  in 
international  trade.  If  Western  Europe  is  to  sell 
more,  this  country  will  have  to  buy  more.  Yet  the 
ratio  of  imports  to  our  national  income  in  recent 
years  has  varied  from  50-75  per  cent  of  the  ex¬ 
pected  proportion — in  part  undoubtedly  due  to 
unavailabilities.^^ 

Reciprocal  trade  agreements  are  a  symbol  of  our 
good  intentions,  and  should  be  supported;  but  they 
do  not  solve  the  problem  of  unilateral  reductions 
in  tariff  barriers.  What  they  do  is  provide  for  equal 
concessions  on  the  part  of  both  countries  involved. 

Equilibrium  requires  that  the  United  States 
import  about  S2  billion  more  than  it  exports 
within  a  reasonable  time,  say,  ten  years.  The 
transition  in  this  country  from  the  recent  situa¬ 
tion  of  an  excess  of  exports  of  goods  and  services 
of  $6.5  to  $11.3  billion  annually  (1946-48)  to  an 
excess  of  imports  will  put  a  great  strain  on  the 
free  trade  philosophy.  This  transition  will  be  all 
the  more  difficult  to  achieve  should  a  depression 
occur  in  the  United  States  or  the  world  generally. 
In  a  depression  period  protectionist  sentiment  in¬ 
creases — witness  the  pressures  resulting  from  the 
financial  difficulties  of  the  textile  and  watch  in¬ 
dustry  in  early  1949. 

If  Europe  is  to  be  genuinely  aided,  subsidies  to 
American  producers,  such  as  have  been  demanded 
and  received  by  American  agricultural  interests  in 
the  Havana  Charter,  or  special  favors  to  Ameri¬ 
can  shippers,  as  provided  in  the  Foreign  Assistance 
Act  of  1948,  must  be  ruled  out,  for  these  increase 
American  exports.  In  one  facet  of  policy,  ERP,  we 
strive  to  bring  down  European  costs;  in  another, 
our  agricultural  policy,  we  dump  United  States 

37.  ECE,  A  Survey  of  the  Economic  Situation  and  Prospects 
of  Europe,  cited,  p.  63;  Interim  Report  of  the  ERP,  cited,  p.  65; 
House  Hearings  Ways  and  Means  on  Trade  Agreements  Pro¬ 
gram,  80th  Congress,  May  1948,  p.  539. 
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products  abroad  and  thus  neutralize  the  effects 
of  ERP;  and  we  tend  to  prostitute  the  defense 
argument  as  a  means  of  protecting  our  markets 
from  foreign  competition.  Appropriate  policy  also 
does  not  countenance  the  prohibition  of  exports  of 
products  based  on  ERP  imports,  nor  American 
opposition  to  Britain’s  efforts  to  capture  markets 
abroad.  If  the  ERP  means  anything,  it  means 
that  at  the  very  least  our  proportion  of  world 
exports  should  decline. 

There  is  a  third  solution,  and  this  solution  may 
be  the  one  that  will  gain  approval;  and  that  is 
that  the  world  will  meet  its  dollar  shortage  by 
discriminating  against  United  States  exports. 
Even  the  Bretton  Woods  Agreement,  through  the 
currency  shortage  clause,  provided  for  this  dis¬ 
crimination.  Now,  as  noted  above.  Western  Eu¬ 
rope’s  main  attack  on  the  balance-of-payments 
problem  so  far  has  been  a  reduction  of  imports, 
not  an  expansion  of  exports — a  discrimination  im¬ 
posed  by  circumstances  against  United  States  ex¬ 
ports.  In  fact,  the  OEEC  suggests  that  a  vital 
weapon  in  the  attack  on  the  balance  of  payments 
is  intensification  of  production  in  Europe,  a  rise 
of  intra-European  trade,  and  discrimination 
against  dollar  sources.*®  -Are  we  to  balance  the 
dollar  market  at  a  world  trade  of  $50  billion  in 
1960,  say,  or  at  $25  or  $75  billion?  At  5,  10,  or 
15  per  cent  of  the  expected  world  income  of  that 
year?  The  world’s  economic  and  political  future 
will  rest  in  no  small  part  upon  the  balancing  figure. 

Other  Facets  of  American  Economic  Policy 

In  times  of  inflation,  opposition  to  foreign  aid 
arises  because  of  diversions  of  goods  from  the 
American  markets;  in  times  of  depression,  it  takes 
the  form  of  an  outcry  against  outlays  at  the  ex¬ 
pense  of  an  impoverished  nation.  In  the  years 
1946-48  Washington  did  not  stave  off  inflation; 
and  it  is  to  be  hoped  that  in  1949-52  a  greater 
degree  of  stability  will  be  achieved.  Co-operation 
between  the  President  and  Congress  and  the  grant 
of  a  greater  degree  of  discretion  to  the  President 
to  turn  off  and  on  the  spigots  of  spending  and 
taxation  would  be  of  valuable  assistance. 

This  country  can  also  help  in  other  ways.  Its 
main  interest  is  in  bringing  about  European  re¬ 
covery  and  thus  strengthening  the  forces  against 
communism.  In  carrying  through  the  Marshall 
plan  the  ECA  has  some  responsibilities  to  the 
American  taxpayer:  we  want  an  effective  use  of 
our  funds.  How  far  we  can  go  in  interfering  with 
economic  and  social  policies  abroad  is  a  matter  of 
judgment  and  diplomacy.  So  far  what  each  coun- 

38.  Interim  Report,  cited,  p.  126. 


try  receives  depends  largely  on  its  deficit:  this 
tends  to  pauperize  Europe.  It  would  be  better  if 
we  could  say  to  Europe  that  the  grants  will  be 
related  to  achievements.  It  is  well  to  compare  the 
record  of  Britain,  with  its  program  of  austerity, 
respectable  fiscal  policy,  and  remarkable  advance 
of  exports,  and  that  of  France,  with  its  indecisive 
fiscal  and  monetary  policy,  its  unwillingness  to 
impose  adequate  sacrifices  on  its  people,  and  its 
failure  to  show  a  substantial  improvement  in  its 
balance  of  payments.  Under  a  merit  scheme, 
France  would  be  punished  and  Britain  rewarded. 
Yet  the  large  cut  in  British  requests  for  aid  in 
1949-50  is  taken  up  largely  by  the  other  coun-  . 
tries.  How  difficult  it  is  for  the  ECA  to  needle 
the  French  government  even  when  their  policies 
deserve  censure,  is  well  attested  by  an  interesting  | 
article  in  Fortune}'^  This  analysis,  however,  leaves  | 
out  of  account  the  instability  of  the  French  gov-  f 
ernment,  the  Communist  threat,  and  the  damage  j 
to  our  cause  which  would  result  from  a  reduction  i 
or  withdrawal  of  American  aid  to  France."*®  * 

American  administrators  of  the  ECA  abroad 
face  many  difficult  decisions.  The  use  of  counter¬ 
part  funds  is  one  of  the  most  perplexing.  Another 
is  the  attitude  of  this  country  towards  nationaliza-  * 
tion  of  the  British  steel  industry.  Irrespective  of  | 
the  ultimate  effects,  the  net  result  may  well  be  an  i 
increased  strain  on  the  balance  of  payments  tern-  ' 
porarily,  and  hence  increased  demands  for  dollars. 
Should  we  object  to  the  Beveridge  plan  and  the  I 
food  subsidy  program  in  Britain,  which  clearly  | 
raise  costs  and  public  expenditures  relative  to  1 
revenue  and,  therefore,  tend  to  be  inflationary  | 
and  to  reduce  British  exports  and  raise  imports?  f 
And  what  of  land  reform  in  Italy  ?  J 

In  the  writer’s  opinion,  the  answer  is  that  the 
ECA  should  not  express  uninvited  views  on  such 
matters,  and  should  refrain  from  applying  pres-  ; 
sure.  The  ECA  should  consider  the  whole  pro¬ 
gram  of  the  country  involved,  and  make  decisions 
on  the  basis  of  over-all  efforts  and  results.  It  is  no  ' 
concern  of  American  officials  that  the  British  pre-  , 
fer  to  nationalize  steel,  or  redistribute  income  | 
through  social  security  and  food  subsidies.  The  : 
crucial  issue  in  each  given  case  is:  has  the  coun-  - 
try  made  a  reasonably  good  effort  to  make  itself 
independent  of  American  aid  within  a  reasonable  1 
period?  Or  is  the  ECA  merely  an  entering  wedge 

39.  “ECA  Can’t  Do  Everything,”  Fortune  (New  York),  Feb-  | 

ruary  1949,  pp.  184-85.  ^  i 

40.  Cf.,  for  example,  the  volume  of  exports  to  nonpartici-  [ 

pating  countries  in  1947  and  1948-49  (program)  with  1938  | 

(too):  for  France,  65  and  73;  for  Britain,  loi  and  116.  For  f 
imports,  the  respective  figures  are:  for  France,  139  and  ii7i  [ 
for  Britain,  81  and  82.  OEEC,  Interim  Report  on  the  ERP,  | 
cited,  pp.  53,  57. 
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for  the  distribution  of  income  on  an  international 
scale?  Or  is  the  country  using  the  Communist 
threat  as  a  means  of  exacting  aid  from  the  United 
States,  without  trying  to  become  self-supporting? 

CONCLUSION 

Lack  of  space  precludes  a  thorough  discussion 
of  the  many  issues  at  stake — for  example,  East- 
West  trade,  or  prospects  of  multilateralism.  Some 
points,  however,  are  suggested  for  consideration 
by  Congress. 

1.  The  ERP  is  not  an  isolated  program  in  the 
policy  of  this  country.  Its  success  depends  on  the 
introduction  of  a  wise  stabilization  program;  dis¬ 
couragement  of  the  growing  practice  of  using  the 
ERP  as  a  means  of  subsidizing  inefficient  pro¬ 
ducers  of  commodities  not  desired  or  needed 
by  Europe;  judicious  commercial  policies,  both  in 
prosperity  and  depression;  careful  weighing  of  the 
relative  claims  of  social  improvement  and  for¬ 
eign  aid  programs;  fair  distribution  of  the  goods 
and  of  the  financial  burden  of  ERP  among  coun¬ 
tries  in  the  Western  Hemisphere  and  other  non¬ 
participating  countries. 

2.  In  administration,  the  major  issue  is  bound 
to  be  protection  of  the  interests  of  the  American 
taxpayers  without  trespassing  excessively  on  sov¬ 
ereign  sensibilities  abroad.  In  the  writer’s  opinion, 
this  means  advice  or,  at  most,  mild  persuasion 
concerning  investment,  exchange,  fiscal,  monetary, 
production,  and  export  policies — but  certainly  not 
commands.  It  is  better  to  concentrate  on  over-all 
policies  and  especially  achievements  than  on  do¬ 
mestic  policies  of  other  nations  unpopular  in  this 
country — e.g.,  public  health,  food  subsidies,  na¬ 
tionalization. 

3.  The  European  crisis  is  now  much  less  a 
production  than  an  exchange  or  transfer  crisis. 
Correct  monetary  and  fiscal  policy  will  help;  but 
it  is  extremely  doubtful,  in  view  of  economic  his¬ 
tory  since  World  War  I,  which  shows  sizable 
dollar  deficits  in  Europe  despite  the  large  amount 
of  unemployment  in  the  thirties,  with  attendant 


reduced  demand  for  imports,  and  in  view  of  the 
slow  rate  of  improvement  so  far  and  likely  to  be 
achieved  by  1952-53,  that  the  United  States  should 
count  on  an  ERP  for  less  than  $2-$3  billion  annual¬ 
ly  for  a  period  of  four  years  beyond  the  original 
four  years.  Ultimate  costs  will  depend,  however, 
on  the  extent  of  Communist  sabotage  of  the  ERP, 
the  degree  of  political  stability,  and  the  devel¬ 
opment  of  a  European  defense  program. 

4.  Downward  adjustment  of  exchange  rates  un¬ 
der  pressure  by  the  EGA  would  be  unfortunate. 
Economists  and  officials  frequently  seem  unaware 
that  exchange  rates  are  not  so  relevant  in  more 
or  less  controlled  economies  as  when  economies 
are  free.  Exchange  rates  deviating  from  “equilib¬ 
rium”  rates  reflect  inability  or  unwillingness  on 
the  part  of  Europe  to  export,  a  need  for  imports 
which  might  be  depressed  by  lower  rates,  and  a 
fear  of  inflation  which  might  be  stimulated.  High 
exchange  rates  are  a  symptom,  much  more  than 
a  cause,  of  economic  disease. 

5.  Congress  should  not  take  too  seriously  the 
recommendations  heard  increasingly  in  high  circles 
that  this  is  the  time  to  announce  a  gradual  taper¬ 
ing  off  of  aid  and  a  cut-off  date.  Once  Europe  is 
cut  off,  so  the  argument  runs,  it  will  learn  to 
become  self-reliant.  This  approach  leaves  out  of 
account  the  history  of  dollar  shortage;  the  pressures 
of  our  export  industries  (inclusive  of  farmers)  to 
sell  or  even  dump  abroad,  and  incidentally  to  mislead 
the  American  people  by  disguising  the  subsidies 
as  ERP  aid;  and  the  unwillingness  of  private  in¬ 
vestors  to  lend  abroad  as  a  means  of  easing  any 
transition.  Ultimately  we  shall  have  to  take  the 
plunge  to  accept  an  increased  amount  of  goods, 
or  to  sponsor  a  permanent  WPA  for  the  world. 
All  of  us  hope  for  the  former  alternative;  but  the 
transition  must  be  lengthened;  for  a  big  educa¬ 
tional  job  has  to  be  done  here  and  a  vast  structural 
job  must  be  done  abroad.  Substantial  progress  has 
been  made  since  1947.  Finally,  the  costs  are  larger 
than  they  seem  to  be;  allowance  should  be  made 
for  the  effects  of  ERP  aid  on  prices  of  United 
States  exports. 
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EGA  and  I ntra- European  Trade 
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It  now  appears  even  more  clearly  than  in  Febru¬ 
ary,  when  the  bulk  of  this  Report  was  written,  that 
the  American  economy  is  not  likely  to  be  so  pros¬ 
perous  in  1949  as  in  1948.  As  a  result,  the  $6  bil¬ 
lion  of  excess  of  exports  financed  largely  by  the 
Marshall  plan  will  contribute  in  part  towards  the 
support  of  demand,  and  only  in  part  will  the  ex¬ 
ports  be  a  subtraction  from  supplies  otherwise 
available  to  this  country. 

In  the  course  of  writing  The  European  Recovery 
Program}  the  author  was  concerned  over  the  con¬ 
trol  by  our  government  (jointly)  of  the  counter¬ 
part  funds.  (These  are  the  equivalent  in  domestic 
currencies  of  dollar  grants  received  in  payment  for 
goods  supplied  by  the  EGA.)  This  country  might 
have  been  inept  and  have  intruded  excessively  in 
domestic  policies.  Actually,  although  there  have 
been  protests  and  some  difficulties,  the  EGA  mis¬ 
sions  seem  to  have  managed  this  part  of  the  pro¬ 
gram  well.  For  the  most  part  the  counterpart  funds 
have  been  released  for  domestic  investment;  but 
the  authorities  have  also  allowed  their  use  for  re¬ 
payment  of  debt  and  as  a  substitute  for  additional 
borrowing  from  the  Gentral  Bank.  The  British 
have  used  their  counterpart  funds  to  repay  debt; 
the  French,  first,  for  investment  purposes  and,  sec¬ 
ondarily,  for  retirement  of  debt;  Italy,  largely  for 
industrial  and  agricultural  development.  In  gen¬ 
eral,  the  use  of  these  funds  has  not  been  as  anti- 
inflationary  as  had  been  hoped. 

In  another  aspect,  the  ERP  has  been  disappoint¬ 
ing.  Latin  America’s  contributions  of  supplies  and 
of  finance  have  not  been  so  large  as  anticipated. 
The  high  prices  asked  by  the  Argentine  and  the 
rise  of  agricultural  supplies  here  have  accounted 
for  the  small  contribution  of  goods  by  Latin 
America.  A  large  reductiton  in  exports  and  in  gold 
and  foreign  exchange  reserves  explains  in  part  the 
small  amount  of  financing  by  Latin  America,  and 
hence  the  larger  burden  on  this  country. 

Both  the  success  of  the  ERP  and  its  real  cost 
depend  in  part  upon  the  revival  of  intra-European 
trade.  Bilateral  agreements  and  the  program  of 
intra-European  clearings  have  both  expanded  intra- 
European  trade.  By  making  Marshall  aid  condi¬ 
tional  upon  the  granting  of  credits  by  countries 
with  a  favorable  trade  to  other  participating  coun¬ 
tries,  the  EGA  has  increased  the  total  amount  of 

I.  S.  E.  Harris,  The  European  Recovery  Program  (Cambridge, 
Harvard  University  Press,  1948). 


European  trade  and  has  also  reduced  the  drains  , 
on  the  American  economy:  in  so  far  as  European 
countries  can  obtain  supplies  from  Europe,  so  far 
they  can  dispense  with  aid  from  this  country. 

East-West  trade  is  also  of  great  interest  to  the 
EGA.  Normal  trade  of  participating  countries  with 
the  iron  curtain  countries  exceeds  $i  billion.  The 
East  provides  timber,  food,  coal,  potash  and  other 
commodities,  and  the  West,  largely  manufactured 
products.  Requiring  machinery  and  equipment 
which  the  U.S.S.R.  cannot  provide,  the  Eastern 
countries  will  find  this  trade  profitable;  and  the 
burden  on  the  ERP  will  be  reduced  pari  passu  with 
the  increased  purchases  of  supplies  from  the  East 
The  EGA  estimates  that  the  exports  of  participat¬ 
ing  countries  to  Eastern  Europe  will  rise  from  $545 
million,  $733  million  and  $788  million  in  1938, 
1947,  and  1948,  respectively,  to  $1,490  million  in 
1949-50;  and  imports  of  participating  countries 
from  Eastern  Europe  from  $931,  $920  and  $1,163 
millions  in  1938,  1947,  and  1948  to  $1,680  million 
in  1949-50.^ 

Finally,  much  depends  on  the  blows  struck  by 
communism  and  the  effectiveness  of  the  EGA. 
Through  propaganda  directed  to  show  that  the 
purpose  of  the  ERP  is  to  stop  industrialization  in 
Europe  and  to  enslave  it,  the  Gominform  is  trying 
to  sabotage  the  ERP.  Through  infiltration  into  the 
trade  unions  and  notably  in  France,  the  Gommu- 
nists  have  tried  to  stop  the  progress  induced  by 
European  aid.  So  far  their  success  has  not  been 
striking. 

The  EGA  has  done  a  good  job.  It  has  protected 
the  interests  of  the  American  taxpayer  without  in¬ 
terfering  unnecessarily  in  the  domestic  affairs  of 
the  participating  countries.  It  increasingly  shows  an 
awareness  of  the  need  of  structural  changes  in 
Europe  accompanied  by  fiscal  and  monetary  sanity; 
but  it  wisely  refrains  from  trying  to  control  the 
economic  systems  in  Europe.  The  EGA  also  now 
seems  to  realize  that  the  variations  in  exchange 
rates  are  not  a  cure-all.  Although  the  EGA  was  set 
up  too  much  as  a  businessman’s  organization,  the 
businessmen  in  charge  on  the  whole  are  able  and 
public  spirited;  and  the  academic  economists  head¬ 
ed  by  Richard  M.  Bissell,  Jr.,  EGA  Assistant  Dep¬ 
uty  Administrator,  have  done  an  excellent  job  in 
helping  the  businessmen  sge  the  major  issues. 

2.  ERP,  A  Report  on  Recovery  Progress  and  United  States  Aid, 
February  1949,  pp.  221-22. 


